PROGRAM TO SUPPCRT SMALL- SCALE COTTON PRODUCERS

BORROVER:

EXECUTI NG ACGENCY!

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI TI ONS FOR
PHASE 1:

OGBJECTI VES

DESCRI PTI ON:

( PR- 0082)

EXECUTI VE SUMVARY

Republ i ¢ of Paraguay (CGoP)

M nistry of Agriculture (MAG

Phase 1 Phase 2 Tot al

| DB: US$25. 65 US$16. 38US$42. 03 (90%
(contingent |FF)

Local
contribution: US$ 2.85 US$ 1.82 US$ 4.67 (10%

Tot al : Us$28. 50 US$18. 20US$46. 70 (100%)
Anortization period: 20 years
Di sbursenent period, phase 1: 5 years
Di sbursenent period, phase 2: 4 years

Interest rate:variable
I nspecti on and supervision: 1%

Credit fee: 0.75% per vyear on the undisbursed
bal ance

Currency: Dol lars of the United States of America
fromthe Single Currency Facility

The programis primary objective is to pronote
sustainability in the production systens of small -
scale cotton units, increasing their net inconme by:
(i) reducing production costs caused by cotton pests,

t hr ough i ntegrated pest managenent (I1PM;
(ii) increasing the productivity of small -scale
cotton farns through seed inprovenent, IPM soi

conservati on and nmanagenent practices (SCWP) and crop
rotation; and (iii) inproving the environment by
reduci ng the unnecessary use of pesticides.

In order to achieve the targeted objectives, the
program wi Il be executed in two phases: (i) phase 1
will have an execution period of five years and a
total cost of US$28.5 million. In addition to direct
techni cal assistance for 20,000 producers, it wll

include other conplementary activities relating to
the pest nmonitoring and control system comunication
canpaigns, and inproved cotton seed quality, and
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US$2 mllion for the Regional Agricultural Technol ogy
Fund (FONTAGRO); and (ii) phase 2 wll have an
execution period of four years and a total cost of
US$18.2 nmillion. It consists of expanding the direct
techni cal assistance to another 20,000 producers and
the costs of the sixth year of the program for the
activities under the pest monitoring and control
system and the communi cati ons canpai gn. Phase 2 will
be initiated during year three of phase 1 once the
goal s of phase 1 have been achi eved.

The program is organized into four main conponents,
as follows:

The pest control and monitoring system conponent
calls for basic activities for technical assistance
to prevent propagation of the boll weevil ( Anthononus
grandis), such as establishing the following: (i) a
monitoring network in the departnment of Chaco,
i ncluding nmeasures to keep the area free of weevils;
(ii) a pest trap and nmonitoring network and a plant
i nspection system for nonitoring the cotton pest
conplex, which will provide the basic information
(such as levels of damage, density, distribution,
etc.) needed to increase the efficiency of the IPM
t echni ques; (iii) strengthening the MAG quality
control l|aboratory in order to guarantee the quality
of locally mnarketed plant health products; and
(iv) technical validation, including activities to
evaluate IPM practices and to make any necessary
adj ust ment s accordi ng to the m cro-ecol ogi cal
conditions in the program areas of activity.

The communi cations canpai gn consists of activities to
support and strengthen other conponents of the
program by inplenenting a system for production,
conservation and use of educational conmunications
messages to train producers in IPM and SCW
t echni ques, producer organization, pesticide use and
managenent and environmental conservation techni ques.
Messages and t echnol ogy packages will be
di ssem nat ed t hrough newspapers, videos, news reports
and rural radio and tel evision prograns with national
coverage. FEducational materials will include videos,
cassettes, posters, cards, brochures and fliers on
the subject, with a view to achieving the proposed
obj ecti ves. The canpaign will be carried out in
Spanish and Quarani and wll target all cotton
producers in the country.

Under the technical assistance conponent, direct
techni cal assistance in IPM SCWP and crop rotation
techniques will be given to 40,000 producers, with a

view to production diversification and environnental
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conservation (also divided into two phases). It wll
target the achi evenent of environnmental and financia
sustainability for small-scale cotton producers
through the hiring of outsourced technical wunits
(Orus). It will also include organizing small -

scale <cotton producers in order to facilitate
techni cal assistance and stinulate training i n terns
of access to technology, direct credit and services
in general, particularly marketing.

Seed inprovenent conmponent wll strengthen areas
considered vital for nodernization of the seed
subsector, with a view to inproving the quality
standards of seeds used by farners. The proposed
activities to establish a national seed system wll
be based on an integrated set of activities carried
out by the respective governnent agencies (plant
quality and health) and private sector institutions
(production and marketing). By the end of the fourth
year of program execution certification of 100% of
the seeds sold in the country is expected to be
achi eved.

The  environnental i mpact studies carried out
concl uded that nost of the impact to be generated by
the program should be positive for the environnent
and the socioecononic status of small -scale cotton

producers. The proposed environmental nanagenent
pl an will seek to strengt hen t he positive
environmental and social inpact. Duri ng program

execution, an environmental specialist is to be
i ncorporated into the National Project Administration
and Coordination Ofice (DI NCAP) and a water quality
nmonitoring program carried out to evaluate pesticide
content in selected water ways. The program al so
calls for general nonitoring of its execution,
i ncluding environnmental aspects, by an independent
group hired by the DI NCAP (paragraph 3.26).

Program execution wll generate the follow ng
benefits: (i) reduced risk of weevil infestation in
the department of Chaco; (ii) identification of the
types and density of cotton pests in order to apply
efficient methods of conbating them (iii) inproved
quality of the plant health products sold in the
country; (iv) devel opment and validation of new IPM
t echnol ogi es; (v) dissem nation of i nformati on
t hroughout the country on IPM and SCMP techniques
among cotton producers; (vi) inproved quality of the
seeds sold in the country; and (vii) increased
awar eness anong the rural popul ati on of environnental
conservati on.

The primary risks of the operation are the foll ow ng:
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THE BANK' S
COUNTRY AND
SECTOR STRATEGY:

SPECI AL
CONTRACTUAL
CONDI Tl ONS:

(i) the excessive amobunt of time that the MAG has
required in the past to directly hire OIUs and the
various consulting firnms could delay program
execution. The signing of the agreenment between the
MAG and the Inter-American Institute for Cooperation
in Agriculture (I1CA) for the latter to engage the
specialized services and technical assistance as
provided for in the program could reduce this risk;
and (ii) the change in the central government
adm ni stration of Paraguay schedul ed for August 1998,
could inmply a risk of delays in program execution.
However, the program s econom c and social inportance
to the agricultural sector and to the very econony of
the country is a factor of considerable political
wei ght that hel ps mnimze the risk.

The Bank's actions focus on five strategic areas:
(i) the financial sector, to contribute to inproving
operation of the system and support capital narket
devel opnent ; (ii) State reform to inprove the
State's efficiency in providing public services and
to strengthen governance; (iii) nodernization of the
productive apparatus, to pronote econom c efficiency;
(iv) support for the social sectors, to pronote their
devel opnent; and (v) support for rural areas, to
reduce poverty and inprove the standard of |iving of
t he popul ati on, particularly the poor.

Gven the inportance of the agricultural sector in
production, exports and job creation, the proposed
operation seeks to address the following strategic

gui delines of the Bank: (i) increased incone for
smal |l -scale farnmers and a consequent reduction in
rural poverty; (ii) devel opment of conmrer ci al
agricul ture, i ncl udi ng nmechani zat i on and

diversification of small-scale farm production; and
(iii) resolution of the environnental problens of
def orestati on and erosion.

(a) Prior to the first disbursement, the executing
agency nust denonstrate that: (i) the Operating
Regul ati ons agreed upon with the Bank have entered
into force (paragraph 3.30); (ii) an agreenment has
been entered into with the II1CA establishing the
conditions for the latter to hire the consulting
services and technical assistance provided for under
the program (paragraph 3.10); (iii) the programs
techni cal operating conmttee (CTOP) has been created
by ministerial decree (paragraph 3.7); and (iv) the
DINCAP has the authority to incur the operating
expenses provided for in the annual work plan
(paragraph 3.6).

(b) Wthin six nonths after program initiation, the
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executing agency will submt evidence that the School
of  Agricul tural Sciences of  Asuncié6n National
Uni versity has been hired (paragraph 3.27).

(c) The agreement will also contain sufficient
provisions to ensure: (i) the collection and
processing of data for the ex post evaluation
(paragraph 3.43); (ii) a md-term review of the
operation to verify the progress achieved in phase 1
(paragraph 3.32); and (iii) an ex post evaluation
(paragraph 3.42).

According to the criteria set forth in the Ei ghth
Repl eni shiment docunent , t he pr oposed program
qualifies as targeting social equity and poverty
reduction (AB-1704, paragraphs 2.13 and 2.15), since
it will serve rural areas with a higher proportion of

| ow-i ncone  groups, and the mgjority of its
beneficiaries wll consist of |ow-income groups
(paragraph 4.21).

See the section on procurenent bel ow

The Bank's current policy will be followed for the
procurement of goods and the awarding of contracts
for works and consulting services to be financed with
program resources. Wen the proceeds of the IDB | oan
are used, the thresholds above which internati onal
conpetitive bidding will be required wll be the
fol | ow ng: US$250, 000 for the procurenent of goods
and US$200,000 for consulting services. It is
recoormended that, as an exception to the open
conpetition sel ection pr ocedur e, t he 1 CA
(paragraph 3.10) and the Asunci 6n National University
School of Agricultural Sciences (paragraph 3.27) be
hired directly. The two institutions will carry out
any type of procurenent or other activities required
in accordance wth Bank procedures. Such contracts
will satisfy the stipulations set forth in
section GS-403 of the Procurenent Mnual .

The Bank will consider phase 2 once the follow ng
conditions have been fulfilled: (i) at |east 50% of
the resources for phase 1 of the program have been
di shursed; and (ii) satisfactory progress has been
made in achievement of the established goals
(paragraphs 3.32 and 3.41).



